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Abstract: The paper analyses how rural firms are linked through their sales, purchases and 
employment to the local economy as well as to the regional, national and international markets. 
Using primary data collected in thirty small towns and their surrounding areas across five European 
countries, we identify firm’s characteristics as well as characteristics of local context and local 
markets associated with local integration or wider behaviours. We show that the more traditional 
the firm (small and independent firm with low labour productivity and managed by a local owner), 
the more local its spatial sales and purchases behaviour. In addition, we highlight the weak effect of 
variables describing the potential linkages between firms and local outputs, inputs and labour 
markets, according to the theoretical results of the economic geography framework. The size of 
local output market, the strength of local competition or the characteristics of local labour market in 
terms of skill matching do not play any role. The only characteristic of the local markets that affects 
the firm’s spatial behaviour is the gap between individual’s demand for inputs and the local supply 
of such inputs.  
 
Key words: Rural development - Rural firms - Local economic integration - Small towns 
                                                 
1 This paper draws on data collected as part of the EU Framework V project: MARKETOWNS - The Role of Small and 
Medium-sized Towns in Rural Development [EU RTD Project QLRT-2000-01923]. The project was coordinated by R. 
Tranter and L. Mayfield at the University of Reading. This programme also involved P. Grey and P. Jones from 
University of Reading (UK), the late A. Errington, S. Ford, S. Agarwal and A. McGeorge from  Plymouth University 
(UK), M. Jobard from CESÆR (Dijon, F), I. Terluin and M. van Leeuwen from LEI (The Hague, NL), K. Heffner, A. 
Rosner and A. Czarnecki from  Polish Academy of Sciences (Warsaw, PO) and F. Diniz from University of Tras-os-
Montes and Alto Douro (Vila Real, PT). We are very grateful to all.   2 




Small and medium-sized towns have traditionally formed an integral part of the agricultural sector 
and wider rural economy, acting as a source of farm inputs, a first destination of farm outputs and as 
a source of consumer goods and services to farm households. In recent years, this relationship has 
been substantially eroded through processes of socio-economic restructuring, including the 
transformation of agriculture and a decline in other primary industries (See MARSDEN et al., 1993; 
HODGE and MONK, 1987; NEWBY, 1985; CHAMPION, 1989). Further, a number of 
endogenous and exogenous drivers have resulted in the uneven development of rural economies 
throughout Europe, leading not only to disparities (See BRYDEN and HART, 2001; TERLUIN and 
POST, 2000; TERLUIN, 2002) but also to the decline of small and medium sized towns as thriving 
economic and service centres (See POWE and SHAW, 2004; THOMAS and BROMLEY, 2002; 
COURTNEY and ERRINGTON, 2000).  
 
As a result, these settlements have received increasing attention from policy makers aiming to both 
maintain the traditional socio-economic fabric of rural areas, and to stimulate rural development 
through territorial, as opposed to sectoral – and namely agricultural  – approaches. However, it 
cannot be assumed that fostering business growth in and around these settlements will help generate 
local economic development either through economies of agglomeration or through spillover effects 
into the surrounding countryside. On the contrary, the expansion of economic activity within a 
particular town might simply lead to an increase in imports and commuter flows from other regions 
or neighbouring cities with relatively few benefits to the town or surrounding rural area. Ultimately 
it is therefore necessary to understand and evaluate the nature of production linkages between firms 
in and around small towns in order to assess their potential role in generating local economic 
development.  
 
In parallel, during the two last decades, numerous theoretical and empirical works have emphasised 
the role of the markets in the localisation process of firms and households. Theoretical approaches 
such as those related to the New Economy Geography put at the heart of the location process 
imperfect (i.e. monopolistic) competition, increasing returns, size of the final demand market, the 
strength of vertical linkages and differential local labour costs (see for details KRUGMAN, 1991; 
KRUGMAN and VENABLES, 1995; FUJITA et al., 1999; or, FUJITA and THISSE, 2002). Some 
empirical studies have attempted to test the influence of these factors in several contexts (for an 
overview of these studies, See COMBES and OVERMAN, 2003; or, OVERMAN et al., 2001). 
Findings have emphasised the important role of the home market effect (i.e. size of the local final 
demand market) on the geographical concentration of firms as well as the influence of vertical 
linkages. Indeed, if these factors do influence the location process of firms, there is chance that they 
also influence the spatial economic flows to and from firms located in small towns and their 
surrounding rural areas. To examine this hypothesis, there is a need to analyse the nature and extent 
of rural production linkages within the local, regional and national markets for goods, services and 
labour, including the factors influencing the strength of these linkages. 
   3 
Using primary data collected in a study of thirty towns across five European countries, this paper 
examines the degree to which rural firms are integrated into the local economies of such towns 
relative to other sectors, and identifies the organisational characteristics associated with strong and 
weak local integration. The following section provides a review of existing empirical evidence of 
local linkages and outlines the theoretical context from which testable hypotheses are derived. 
Section 3 goes on to describe the methods used for the collection of primary data and its analysis 
using econometric techniques, results of which are presented in section 4. The findings from the 
study are discussed in the context of relevant empirical, theoretical and policy debates in section 5 
and the conclusions in section 6 include suggestions for further research into the dynamics of both 
rural and urban local economies. 
 
2. Literature review and theoretical context 
 
Findings from a number of studies of first round linkages serve to indicate the firm characteristics 
likely to be associated with strong local economic integration, and in turn to help develop some 
hypotheses to be tested in the present study. Existing evidence suggests that the firm’s industrial 
sector is a factor that affects the strength of economic linkages with its locality. Recent studies 
indicate that private services have stronger economic linkages, particularly in terms of sales 
patterns, with the locality than do manufacturing firms. Consumer services have been found to have 
stronger direct upstream local linkages than all other sectors and business services have been found 
to source more locally than the manufacturing sector ( WILLIAMS, 1994;  CURRAN and 
BLACKBURN, 1994; ERRINGTON, 1994; COURTNEY and ERRINGTON, 2000). WILLIAMS, 
1994, also found that the construction sector tended to both source and sell more locally than the 
manufacturing sector. Indeed, the limited local linkages of manufacturing firms have been 
confirmed by a number of studies. COURTNEY and ERRINGTON, 2000, compared the relative 
strength of local upstream and downstream linkages of agricultural firms (including agricultural 
merchants and services as well as holdings), with other sectors, concluding that the sector exhibited 
relatively weak downstream linkages. No significant differences were revealed in terms of upstream 
linkages.  
 
A number of organisational characteristics have also been found to influence the degree of local 
economic integration of individual businesses, including firm size, ownership and age. Small firms 
have been found to source more inputs locally compared to larger firms ( COURTNEY and 
ERRINGTON, 2000; HARRISON, 1993; ERRINGTON, 1994). One possible explanation is that 
larger firms have lower transport costs per unit associated with purchasing larger quantities of 
goods. There is also some evidence from the literature to suggest that smaller firms exhibit stronger 
linkages to their locality in terms of customer base, than larger firms ( CURRAN and 
BLACKBURN, 1994; ERRINGTON, 1994; HARRISON, 1993). Ownership may also influence the 
level of inputs sourced locally. A number of studies have found that independent firms source a 
higher proportion of their inputs locally, and are therefore more strongly tied to locality than 
branches of  national and multi-national corporations ( COURTNEY and  ERRINGTON, 2000; 
GRIPAIOS et al., 1989; DOBSON, 1985). With respect to firm age, NORTH and SMALLBONE, 
1996, argue that the majority of rural SMEs turn to local market opportunities at their initial stages 
of operation, a pattern which is especially evident in craft-based firms. Gradually, increasing 
competition makes such firms look for more distant or niche markets and to start diversifying into   4 
new products. The finding that newly established firms initially turn to local markets is also 
confirmed by CURRAN and BLACKBURN, 1994.      
 
Characteristics of the firm owner/manager have also been revealed as potentially important 
indicators of spatial behaviour in rural firms. In his work on the sourcing of business services by 
firms in southern England, MILLS, 2002, developed the concept of the indigeneity
2 of firms and 
explored its association with the spatial distribution of this particular sub-set of economic 
transactions. Findings indicated a negative relationship between the distance from the 
owner/manager’s previous domicile and the degree of local sourcing. Further qualitative enquiry 
suggested that indigeneity was an important factor influencing sourcing decision-making by 
owner/managers in small rural producer services. 
 
A parallel body of literature on spatial economics, and especially the New Economic Geography 
approaches based on Krugman’s seminal paper (KRUGMAN, 1991), emphasises the influence of 
potential linkages between firms and households on location processes. 
 
First, when the number of local firms belonging to the same sector and producing a non-
differentiated good is high, local competition between them is strong and tends to scatter them more 
widely. Translated in terms of the spatial distribution of firm transactions, this ‘traditional’ finding 
from the spatial economics literature leads us to the following hypothesis: a strong level of local 
competition within a given sector tends to favour an extra-local sales behaviour. 
 
However, the new economic geography literature also shows that firms might locate near the 
households when these are already concentrated (KRUGMAN, 1991). In theory, this allows them to 
both increase the size of their local market and to reduce transport costs. For the same reasons, 
households tend to locate near firms in order to obtain a wider consumer choice. The size of local 
final demand on the geographical concentration of production, often called the “Home Market 
Effect”, could also influence the geographical distribution of firm transactions. Indeed, firms 
located in an area where the market for its output is large may sell its products more locally. A 
similar effect could be hypothesised for input markets.  KRUGMAN and  VENABLES, 1995, 
showed a positive relationship between the size of the local inputs market, the level of concentration 
in firms using these inputs. Thus, we hypothesise that a larger inputs market will favour a local 
purchasing behaviour. 
 
The role of linkages between firms and households on the labour market is more ambiguous: when 
the geographical mobility of workers is perfect, they tend to favour a high level of firm 
concentration (KRUGMAN, 1991) but when workers are geographically immobile, they tend to 
scatter firms more widely (KRUGMAN and VENABLES, 1995; GAIGNÉ et al., 2003). However, 
these approaches do not take into account the differentiation of workforce mobility by skill level 
(FUJITA and  THISSE, 2002). By introducing this dimension, we may hypothesise that a high 
proportion of unskilled workers in the local workforce may favour a higher degree of local 
employment integration, caused by firms with a high demand for unskilled labour sourcing locally. 
                                                 
2 Mills distinguishes firms established in a particular locality by a local resident from firms established in that locality 
by an in-migrant from firms established elsewhere by an in-migrant and subsequently brought to the locality by that in-
migrant.   5 
 
The review presented here allows a number of hypotheses to be tested in the present paper. In terms 
of organisational characteristics, one might expect firm sector, size and ownership and the 
indigeneity of the owner/manager, as well as technological characteristics of the firm, to influence 
the level of local integration. In the same way, elements of the New Economic Geography approach 
suggest that the strength of local competition, size of the local final demand market and input 
markets and skill levels in the local labour market will influence the degree of local integration. 
 
As well as characteristics associated with the organisation and external economic environment, 
locational factors are also likely to play a very important role in the nature and strength of linkages 
in the local and wider economy. Indeed, the move towards territorial, as opposed to sectoral, 
approaches to rural policy indicates the increasing importance attached to local context in shaping 
development and growth in rural areas. In the case of small and medium-sized towns, the spatial 
pattern of production linkages is likely  to vary between settlements of varying type and size. 
Previous studies of linkages and service provision in and around small towns economies go some 
way to quantifying the importance of contextual factors on local activity patterns. In particular, the 
relative proximity of towns to urban centres appears to be a potentially important predictor of the 
strength of local integration, as does location within the rural settlement hierarchy itself. Both 
COURTNEY and ERRINGTON, 2000, and MITCHELL et al., 2005, found that firms located in 
more remote regions tended to exhibit stronger linkages to locality, in terms of sales, purchases and 
employment. Likewise, the influence of location within study areas also proved to be an influential 
factor, with firms located within the town tending to have stronger linkages to town economies than 
those located in the rural hinterland.  
 
Whilst these findings provide useful testable hypotheses, there is potential to control for further 
contextual factors when examining the spatial patterns of rural production linkages. In terms of 
employment, rural economies in Europe can be broadly differentiated by their relative dependence 
on sectoral employment, of which agriculture and tourism are particularly important. Likewise, 
previous studies have not considered the potential influence of town size on the spatial distribution 
of production linkages. For example, one might hypothesise that larger towns have the ability to 
generate higher multipliers through economies of scale. On the other hand, smaller towns may be 
more likely to foster the development of niche markets or agglomerations of firms in certain sectors. 
 
As the aim of paper is to analyse the factors influencing the spatial patterns of production linkages 
of rural firms in the context of Europe’s small towns, it is therefore necessary to examine three 
categories of factors: 1) local contextual characteristics; 2) firm characteristics and 3) characteristics 
of the potential links between the firm and local markets.  
 
3. Data collection and research methods 
 
To test our hypotheses we used data collected as part of a trans-national project
 aiming to explore 
the spatial distribution of economic transactions in and around 30 small- and medium-sized towns 
and their rural hinterland in 5  European countries (UK, France, The Netherlands, Portugal and 
Poland). These countries were selected to reflect the varied conditions of the existing and enlarged 
European Union. Whilst the study examined the economic linkages of firms, farms and households,   6 
the present paper focuses only on firms but uses data from the household surveys to help construct 
some of the variables. 
 
Self-completion survey techniques were developed to measure the extent of economic integration of 
firms and households into the local, regional, national and international economy. The measure of 
integration is based on the proportion of a given entity’s total economic transactions (input 
purchases, output sales, employment, consumers goods purchases, etc.) that takes place with other 
entities within given geographical areas or zones. Thus, where a firm exhibits strong integration into 
the local economy, customers or suppliers in this predefined area account for a large proportion of 
its respective revenue or expenditure and a large proportion of its workforce is drawn from this 
same area.  
 
Selection of case study areas 
 
Although all towns are unique, each with a different endowment of natural capital (by virtue of their 
location) and cultural capital (by virtue of their history), a purposive selection of towns was made 
within different types of rural context in order to facilitate a comparison between towns and across 
different countries. First, we distinguished towns according to their population size. For the 
purposes of this study, small towns are those with 5,000-10,000 inhabitants and medium-sized 
towns with 15,000-20,000. Second, we defined three types of area chosen to mirror the differing 
range of circumstances and contexts across rural Europe: areas where employment in agriculture is 
well above national average; areas where employment in tourism is well above national average; 
and, “accessible” peri-urban areas within daily commuting distance of metropolitan centre. Finally, 
we selected six towns in each country, one small and one medium-sized in each context (See 
Appendix A for the list of selected towns). In addition, the respective rural hinterlands were defined 
in terms of a 7 km radius from the town centre.
3  
 
Survey design and administration 
 
Data was collected via structured questionnaires designed to allow collection of two types of 
information. The first set of questions gathered information on the firm’s characteristics – the size 
and type of firm, the size and characteristics of the workforce, the length of time the business had 
been located in the study area, and the length of time the owner/manager had resided in the local 
area. The second set of questions sought to allocate particular economic transactions to different 
zones around the town. Eight pre-defined zones are used: 
 
- Zone A  within the town 
- Zone B  up to 7 Km from the town 
- Zone C  7-16 Km from the town 
- Zone D  elsewhere in the county 
- Zone E  elsewhere in the region 
- Zone F  elsewhere in the UK 
                                                 
3 The selection of a suitably defined boundary is likely to be fairly arbitrary, depending on the nature and objectives of 
the study. It might, for example, be taken as an administrative area (such as a NUTS4 region) or simply a given distance 
from the town.    7 
- Zone G  elsewhere in the EU 
- Zone H  rest of the world 
 
Information about three types of economic transaction  was sought from the firm survey: sales, 
purchases and employment. The questionnaire focused on the spatial distribution of firm sales and 
purchases across the eight pre-defined zones, as well as distinguishing between different types of 
input. Because a set of questions gathered information about the workforce - primarily occupation 
type, annual salary and place of residence within the eight pre-specified zones - it was also possible 
to define the spatial pattern of firm employment. The household questionnaire focused on spatial 
patterns of consumer purchases by distinguishing between different categories of goods and 
services, in turn corresponding to industrial sectors to which local firms could be allocated. 
 
After selecting local samples of firms and households, surveys were carried out between September 
2002 and May 2003. Usable data was collected for 2,688 firms and 6,116 households located within 
the 30 study areas. Data for all case study areas was subsequently weighted according to Standard 
Industrial Classification to ensure that multivariate analysis was carried out on broadly 
representative samples. 
 
Specification of dependent variables 
 
Specification of dependent variables also drew directly upon the hypotheses set out in section 2. We 
first studied the local economic integration and needed to define ‘local’. To ensure comparability 
across the five countries given differences in settlement and transport patterns, and to take account 
of potential linkages between town and hinterland economies, dependent variables were specified in 
terms of the mean proportions of transactions (by financial value) attributed to the town plus the 
7km hinterland around the town (equating to zones A + B). Separate variables were created to 
measure the strength of local integration in terms of a) sales (downstream transactions) and b) 
purchases (upstream transactions). 
 
To both validate results obtained by local integration analysis and examine the spatial economic 
behaviours of firms throughout wider economies, a further dependent variable was derived from a 
factor and cluster analyses. Firms were clustered in seven categories according to the weight of 
economic transactions made in zones A and B (‘local’), in zones C and D (‘regional’), in zone F 
(‘national’), and in zones G and H (‘international’). Such characteristics of firm’s spatial behaviour 
drew upon the relationship between patterns of sales, purchases and employment linkages across the 
four categories of zones (See Appendix B for a detailed description of the relevant variable). 
 
Independent variable specification 
 
To test our hypotheses we attempted to explain the level of local integration of firms sales and 
purchases as well as their spatial behaviour through three sets of independent variables. The first set 
concerns the general characteristics of the local context. This means we controlled for the country, 
for the town type (town size and type of study area) and for the nature of the zone where the firm is 
located (peri-urban, agricultural or tourism), in distinguishing between a location in the town centre 
(zone A) and a location in the hinterland (zone B).    8 
 
The second set of explanatory variables describes the main intrinsic characteristics of the firm. We 
first introduced some usual characteristics such as the firm type (independent, branch of national or 
international firm), the industrial sector at which the firm belongs (we used a classification in 6 
categories), the firm’s size measured in terms of its number of employees, or the age of the firm. 
This set also contains variables aiming to examine the role of the firm’s technology. Our data allow 
us (i) to calculate the share of unskilled workers within the firm’s workforce, (ii) to approximate the 
firm’s labour productivity (through the difference between output sales and inputs purchases 
divided by the number of full-time employees) and (iii) the intensity in intermediate goods of the 
firm’s technology (by dividing the total firm’s purchases by its total sales). 
 
We also constructed four variables to evaluate the role of the local economic environment of the 
firm. Through them, we examine the relationships between the firm (according to its own needs) 
and the local markets of final demand, of intermediate goods and of labour. We first defined a local 
competition index by comparing the firm’s sales and the total sales of its local competitors. This can 















s i Sa ,  is the total sales of the firm i located in the study area r and belonging to the sector s. 
This index measures the weight of the firm i in the local sector s. When this ratio is close to zero, 
the economic environment of the firm presents a strong competition within its local output market 
and, if the ratio is equal to 1, the firm is in a local monopolistic situation.  
 
The second index aims to evaluate the size of the local final goods market facing the firm in using 














s j HhPurch , corresponds to the local purchases addressed by the households j living in the 
study area r to the firms located in r and belonging to the sector s, and  r
s i Sa ,  the total sales of firm i 
located in study area r  and belonging to sector  s. Such an index measures the local purchases 
addressed by the local households j to the sector s weighted by the sales of the firm i belonging to 
the sector s. When this ratio is higher than 1, the local output market size is larger than the firm’s 
sales. When this ratio is lower than 1, the size of local output market is smaller than the firm’s sales: 
this has to export its outputs.  
 
We also constructed an index to evaluate how intensive the local vertical linkages of the firm could 
be. The intensity of local vertical linkages for the firm i was measured through an index of potential 











































IPI    9 
where  r
s i Purch ' ,  is the total purchases made in the sector s’ by the firm i located in the study area r 
and  r
s j Sa ' ,  the total sales of firms j located in study area r and belonging to the sector s’. This index 
corresponds to the weighted sum of the gap between the input demand of the firm i to the sectors s’ 
and the local supply in the same sectors. When this index is higher than 0, the firm’s needs in inputs 
is higher than the local supply of these inputs, thus and the firm needs to source its inputs from 
outside the study area. When the index is equal to or lower than 0, the firm can obtain its required 
inputs locally. 
 
Finally, an index of potential local matching by skill on the local labour market was developed in 
the same way as the index of potential intensity of local vertical linkages. This compares the firm’s 





















i SkiLD is the need in skilled workers of the firm i located in r, r
i LD  the need in total workers 
of the firm i, r
j SkiLHhS  the number of skilled workers in the households j living the study area r and 
r
j LHhS  the number of workers in the households j living in r. Through this index we measure the 
difference between the share of firm’s skilled employees and the share of skilled workers living in 
the study area. When it is close to -1, the firm needs a lower level of skilled work than what the 
local labour force can provide. When the index is close to +1, the firm needs a higher level of 
skilled work than what the local labour force can provide. Therefore the firm has to source its 
skilled workforce from elsewhere. Finally, there is adequacy between the firm’s needs and the local 
labour supply when the index is close to zero. 
 
Econometric issues   
 
Two phases of multivariate analysis were undertaken: 1) A series of Ordinary Least Squares (OLS) 
Regressions to examine the key characteristics of entity and local environment associated with 
strong local economic integration; and 2) A multinomial logit model, to identify the key 
characteristics that help to differentiate the different patterns of spatial behaviour throughout the 
local, regional, national and international economy.  
 
Ordinary Least Squares (OLS) Regression  was employed to help identify key characteristics of 
towns, firms and attributes of the economic environment associated with strong local economic 




where  i = 1, .... n, represents the number of firm in t he model (also serving as number of 
observations), yi = is the respective dependent variable (as set out in Table 1), Xi = is a vector of 
independent variables representing the relevant entity characteristics, b is a vector of parameters to 
be estimated, ui is an independently distributed error term assumed to be normal with zero mean and 
constant variance s
2. The advice of  HAIR et al., 1998, and GUJARATI, 2003, was taken with 
i i i X y u b + =  10 
regard to meeting and testing the suitability of data for multiple regressions, including examination 
of residual and normal probability plots and carrying out data transformations as appropriate
4. Note 
that Chow tests were performed to formally test for structural differences between each of the five 
countries in turn and the remainder of the data set (i.e. UK=1, [FR+NL+PO+PR]=0; FR=1, 
[UK+NL+PO+PL=0], and so on). Results of Chow tests are given in Appendix C. All tests are 
statistically significant at the 1% level, therefore indicating that there are structural differences 
between the countries. It was therefore necessary to estimate separate OLS models for each country. 
 
When we focused on the characteristics of entity and local environment associated with the various 
forms of spatial economic behaviour identified by the factor and cluster analyses presented in 
Appendix B, the nature of the dependent variable did not allow use of the OLS method. The 
variable is not continuous but categorical because it is based on the groups derived from the cluster 
analysis. Furthermore, our dependant variable suggests that firms face a multiple choice: its spatial 
behaviour could be totally local, partially local (combined with regional purchases, national 
purchases or national sales), regional or international. Because this multiple-choice variable i s 



















   for j = 1, 2, …, J, 
 
where Yi is a random variable that indicates the choice made by firm i, j the choice made by the firm 
J  the total number of possible choices,  xi the characteristics of firm  i  that affect the choice 
(including study area characteristics), and  bj the parameter to be estimated. Estimation of the 




Factors influencing the firm’s downstream local integration  
 
The series of models for local sales by firms in each of the five countries is given in Table 1. UK 
and Poland exhibit the greatest variation in the proportion of local sales explained by included 
predictors, with R-square values of .383 and .402 respectively. Equivalent values for the French and 
Dutch models are considerably lower, which may imply a relative difficulty in influencing local 
sales at this geographical level. 
 
[Table 1 here] 
 
The influence of location within the study area, firm sector type (manufacturing firms, producer 
services), firm age, workforce size, proportion of unskilled workers within the workforce and firm’s 
labour productivity are the parameters that most consistently influence local integration across the 
five countries. In all cases the directional influence of these variables is also consistent – i.e. across 
the countries and when compared with previous studies. Manufacturing firms and producer services 
                                                 
4 Angular transformations were carried out on the four dependent variables to improve distribution for OLS analysis.   11 
have a relatively strong export base
5 in all countries apart from Poland and the UK respectively, 
where consumer services show a relatively strong degree of integration into the local economy. The 
agricultural sector (outside farming) has relatively weak ties to small and medium sized towns in 
France and the Netherlands. In all five countries, firms located in the town have stronger 
downstream linkages than those located in the hinterland, and in all, apart from the UK, it is older 
and smaller firms that draw a greater proportion of their sales revenue from the local economy. The 
Unskilled variable parameters indicate that in the UK, France and the Netherlands firms that employ 
a higher proportion of partly or unskilled employees tend to have stronger local downstream 
linkages. This pattern is reversed in Portugal and Poland, although the resulting coefficients are not 
statistically significant. In the UK, Netherlands and Portugal there is an inverse relationship 
between labour productivity and the strength of local downstream integration, with more productive 
firms tending to draw in more income from outside the local economy. 
 
Examining town types, agricultural and tourism towns in the UK are unique in having relatively 
weak local downstream linkages and peri-urban towns in the Netherlands and Portugal are unique in 
having relatively strong downstream linkages. The results suggest that fostering local economic 
growth in areas where agricultural employment is above average is likely to prove more fruitful in 
medium sized towns in Portugal and Poland.  In France there appears to be a significant difference 
between small and medium towns in peri-urban areas, with medium-sized towns retaining more 
local sales revenue than other town types. 
 
Parameters of the firm’s economic environment show some interesting relationships between firm 
location, technological parameters and local economic integration. First, the relationship between 
the local labour market and local economic integration appears to vary between the countries. In the 
UK, Netherlands and Portugal there is an inverse relationship between the local tensions between 
the firm’s demand for skilled workers and the local supply of skilled labour and local sales 
integration. This indicates that where firms employ a greater proportion of skilled labour than is 
available in the local labour market, they also tend to export out of the local area to a greater degree. 
In France and Poland the situation is reversed; here it is those firms which are not utilising the 
availability of skilled labour that are selling less locally. While the size of the final market and local 
competition within the sector do not influence the local integration of sales in UK, French and 
Portuguese firms, the effects of these variables in the Netherlands and Poland are a little surprising. 
Indeed, in these latter cases, a greater size of final market decreases the level of local firm 
integration and stronger local competition positively influences the local integration of firms in the 
Netherlands. The expected inverse relationship between local competition and local integration is 
obtained only for Poland. The only countries where local vertical linkages influence the strength of 
local sales integration are the Netherlands and Portugal. In these cases, the higher the local supply 
of inputs (compared to the magnitude of demand), the more they sell their outputs outside the study 
area. 
 
                                                 
5 In other words they sell relatively little in the local economy in comparison to other sectors and export more of their 
goods and services out of the local area. (The term should not be confused with the export of goods and services 
between countries).   12 
Factors influencing the firm’s upstream local integration  
 
Turning now to the upstream models, which examine the role of  potential predictors of local 
purchasing in the five countries, we find that the strength of local integration is more readily 
influenced by included predictor variables in the UK and Portugal, with French and Dutch models 
again achieving the lowest R-square values. This may suggest that there is less scope for generating 
local economic growth through very local multipliers in towns in these countries. 
 
[Table 2 here] 
 
Examining the effects of town type and size on local input markets, we again find that local 
linkages are stronger in and around larger towns in areas of high agricultural employment in Poland 
and Portugal. A similar pattern is observed in the UK, although in France it is the smaller towns in 
such areas that enjoy a greater degree of local sourcing. In areas where tourism employment 
dominates, there is also variation across the countries. Whilst such towns in France and Portugal 
enjoy relatively strong local input linkages, those in the Netherlands and Poland exhibit relatively 
weak linkages. In comparison to the tourism medium-sized towns, the effect of urban proximity on 
local sourcing patterns is surprisingly weak. Only medium peri-urban towns in the Netherlands 
suffer from relatively weak levels of local integration and in fact such towns in Poland tend to foster 
local sourcing to a greater degree than other town types. 
 
Unlike downstream integration, workforce size and firm age, as well as the proportion of unskilled 
workers within the workforce, have no significant influence on the strength of local integration; 
likewise, location within the study area also ceases to be important with respect to input markets at 
this geographical level. The most consistent finding in terms of sectoral influences is the propensity 
of construction firms to source locally. In comparison to other sectors such firms are found to 
purchase a greater proportion of inputs (by value) in the local economies of all five countries, a 
finding of potential interest to both European and national policy makers. Interestingly, producer 
services, which have an export base role in all five countries, appear to have a potential role as net 
income generators only in Poland and Portugal where such firms have relatively strong local input 
linkages, in comparison to other sectors. Agricultural firms (outside farming) are found to have 
relatively strong input linkages in the UK, France and Poland. 
 
Whilst firm ownership is not a strong predictor of the strength of local upstream integration, the 
indigeneity of the owner/manager is. Firms where the owner/manager has lived within the study 
area for ten years or more are found to source a greater proportion of their inputs within the same 
area. Although this variable is not significant in the UK model, we find a significant coefficient for 
Ind_EH in this country as well as in the Netherlands. This indicates that, in comparison to firms 
where the owner/manager has never lived within the study area, a greater propensity to source 
locally is found amongst owner/managers who have moved into the study area from outside the 
county (NUTS II and beyond). This compares to the negative coefficient obtained in Poland for this 
type of firm. This pattern might suggest that those owner/managers who have moved into the area 
from further away continue to utilise their existing supply chain networks. 
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Finally, the firm’s technological and economic environment parameters again help to explain 
patterns of local sourcing in and around small and medium sized towns. The most consistent 
influential parameters across the five countries concern the role of the individual intermediate goods 
intensity, of the local final market size and of the potential intensity of local vertical linkages. The 
first interesting result is the negative coefficients for the intensity in intermediate goods in all five 
models, although the coefficient for France is not statistically significant. These suggest that where 
the technological process is intensive in intermediate goods (i.e. where the value of total purchases 
is closer to the value of total sales), the proportion of inputs sourced within the local economy is 
consistently lower. Firms with high labour productivity tend to source outside the study area in most 
of the countries (France and Portugal are the exceptions). The negative parameters obtained by the 
potential intensity of local vertical linkages (except in UK where the parameter is not significant) 
indicate that, firms where the demand for inputs can be met by local supply, have a relatively high 
level of local upstream integration. Likewise, the positive effect of the output market size in all five 
models suggests that where a firm’s size is small compared to the local final demand, its 
expenditure on local inputs is proportionally higher.  
 
Factors influencing the firm’s spatial behaviour 
 
Results of the multinomial logit analysis are given in Table 3. These results nearly always confirm 
the results obtained by the OLS regressions focusing on the predictors of local integration. In 
addition, they allow us to identify the factors associated with wider forms of spatial economic 
behaviour. 
 
[Table 3 here] 
 
Examining the role of the local context components, it appears that the size and the type of the 
study area weakly influence firms’ spatial behaviour. Firms located in medium-sized towns are less 
often internationally or nationally oriented in terms of purchases. Firms in tourism study areas are 
more internationally oriented while those located in peri-urban areas are more often locally 
integrated. The proximity to urban areas allows access to larger markets, and it follows that firms 
located in tourism areas are more able to develop links with international markets. Compared to 
French firms located in small and medium-sized towns and their hinterland, Portuguese and Polish 
firms are more locally integrated, whilst English and Dutch firms are less regionally oriented. 
However, Dutch firms appear to be more internationally integrated, which is most likely attributed 
to their historical development. 
 
Compared to independent firms (the large majority in the sample), national branch plants tend to 
have a nationally orientated purchasing behaviour. They also make more use of the regional labour 
market. As one might expect, local branches of international firms tend to access international 
output and input markets and to make greater use of regional or national input markets. Firm size 
influences their spatial behaviour in a similar way. Whilst previous results have shown a negative 
correlation between workforce size and the strength of local integration, further exploration of our 
data reveals that only the largest firms have access to national or international markets. In the same 
way, whilst results of the OLS regression has revealed that low labour productivity is associated 
with local purchasing and selling behaviour, the multinomial logit analysis shows that firms with   14 
intermediate labour productivity tend to purchase their inputs on the national markets or to adopt an 
international behaviour in terms of both sales and purchases. In addition, when labour productivity 
is very high, firms tend to adopt all behaviours except the entirely local one. Consistent with 
previous results, firm intensity in intermediate goods tends to favour regional and national 
purchasing behaviours as well as regional and international behaviours in terms of both sales and 
purchases; as one might expect it does not favour national sales combined with local purchases and 
labour. With increasing firm size, higher labour productivity and higher intensity in intermediate 
goods appear to favour non-local economic behavioural patterns. These findings imply that the 
largest, most productive and most intensive firms have the least potential to stimulate rural 
development through local multipliers. 
 
As seen above, industrial sector also plays an important role in the firm’s spatial behaviour. 
Compared to business services, manufacturing firms are more connected to the wider economy. 
Their purchases come more frequently from regional or national input markets, they often sell their 
outputs in the regional or international economy and their workforce is often recruited at the 
regional level. In contrast, construction firms are very locally integrated. Retailers and personal 
services, whilst selling locally and employing local  labour, tend to purchase their inputs from 
regional, or even national, markets. 
 
Whilst firm age plays a relatively weak role in explaining spatial behaviour (although the results do 
suggest that recently established firms tend to adopt a more international behaviour), indigeneity of 
the owner/manager does have an influence. Firms managed by non-residents and those managed by 
in-migrants who have moved from zones E to H are more nationally or internationally oriented and 
access regional labour markets more frequently. 
 
The results of the multinomial logit analysis provide further evidence that local competition and 
size of the local final demand market have no influence on the spatial distribution of firm sales and 
do have only a relatively weak influence on local purchasing. Indeed, no significant parameter value 
is obtained for the local competition index (the weight of the firm sales compared to those of its 
local competitors). The influence of the local final market size is, however, a little more marked. A 
larger size of the output market disfavours national purchasing combined with local sales (and 
labour). When this local market is very large compared to the volume of firm sales, signs become 
significantly negative for regional and international behaviours in terms of both sales and purchases 
and for national and regional purchasing behaviours.  
 
The only firm economic environment variable that has a clear effect on spatial economic behaviour 
is the ratio between demand for inputs and the local supply of such inputs. The greater the gap 
between the local supply of, and demand for, inputs, the more regional or national the firm 
purchases, and even the sales. When local input markets are relatively small and firms have a high 
demand for particular inputs, they tend to seek them on non-local markets. Inversely, when the local 
supply of required inputs is close to the level of demand, the firm tends to purchase its inputs 
locally. This favours its local integration through intensive local vertical linkages, which in turn  
affects its sales behaviour.  
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Finally, when a firm’s demand for inputs or supply of outputs exceeds the respective local market 
size, two points can be noted. First, the firm sources its inputs from the regional, and then national, 
economy; second, it adopts an entirely regional or international behavioural pattern with respect to 
both sales and purchases. 
 
5. Discussion and concluding remarks 
 
The findings provide an important contribution to the literature on local first round linkages, 
especially as they consider integration into the regional, national and international economies, and 
explore the relationship between upstream, downstream and employment linkages. Findings 
confirm those of previous studies with respect to the influence of organisational characteristics on 
local integration. As found by WILLIAMS, 1994, and CURRAN and BALCKBURN 1994, the 
manufacturing and producer services sectors are found to exhibit relatively weak local downstream 
linkages. Indeed, the logit analysis confirms  the limited potential of manufacturing to stimulate 
rural development through local multipliers; inputs are more frequently sourced from regional and 
national markets whilst employees are often recruited at the regional level.  
 
WILLIAMS, 1994; CURRAN and BLACKBURN, 1994 and COURTNEY and ERRINGTON’s, 
2000, findings that consumer services tend to sell more locally are only confirmed by the analysis 
for UK and Polish towns. Further analyses reveal that retailers and personal services, whilst selling 
locally and employing local labour, tend to purchase their inputs from regional, or even national 
markets. This refutes WILLIAMS, 1994; 1997, assertion that, whilst consumer services may not 
provide a significant injection of income through export activities, they do help generate net income 
(which is determined by total external income, times a multiplier, minus total external spending) 
through their propensity to source locally. Of course, local employment will help foster induced 
effects if wages are spent locally. The construction sector, however, is found to be a potentially 
important generator of net income through its propensity to both source and employ locally, 
findings which support those of WILLIAMS, 1994. These findings have important implications for 
rural and small town development if planners wish to strike a balance between retail service 
provision, business development and local economic growth.  
 
Other organisational characteristics examined include firm age, size and ownership. In accordance 
with the findings of CURRAN and BLACKBURN, 1994; ERRINGTON, 1994 and HARRISON, 
1993, smaller firms are found to sell more locally, although contrary to COURTNEY and 
ERRINGTON, 2000; and HARRISON, 1993, no significant influence is found in terms of local 
sourcing  patterns.  Further analysis of spatial behaviours reveal that only the largest firms have 
access to national and international markets, implying that many SMEs in and around small towns 
are likely to reach out only as far as regional markets. With respect to firm age, however, the 
findings refute those of  CURRAN and  BLACKBURN, 1994, and NORTH and SMALLBONE, 
1996 who assert that newly established firms turn to local markets in their initial stages of 
operation. The present findings support those of COURTNEY and ERRINGTON, 2000; GRPAIOS 
et al., 1989; and DOBSON, 1985, who found that branch plants tend to be less tied to locality than 
independent firms. National branch plants tend to be more orientated toward national markets and 
regional labour markets whilst international branches reach out to international markets and source   16 
outside the region. These findings highlight the potentially limited local economic value of 
exogenous business development in rural areas. 
 
The present findings serve to reinforce and build on those of MILLS, 2002, with respect to the 
influence of indigeneity on local sourcing. This characteristic has an influence on spatial patterns of 
sourcing in terms of both length of time an owner/manager has lived in an area and (as MILLS, 
2002, found in the producer service sector) the distance from previous domicile. Owner/managers 
who have lived in the local area for more than ten years tend to source more of their inputs locally, 
and findings suggest that those who have moved into the area from further a field continue to utilise 
exiting supply chain networks. Indeed, the reasons for the observed patterns may well be associated 
with the strength of social networks and the importance of embeddedness ( GRANOVETTER, 
1985) in business decision-making.  
 
Arguably one of the most important findings of the study, with respect to both first round linkages 
and rural development, is the importance of local contextual factors on spatial patterns of economic 
activity. The strength and nature of local production linkages is found to vary according to town 
size and location, with substantial differences across the five countries. This would imply that all 
towns are to an extent unique, each with their own set of circumstances that will affect the 
functioning of the local economy. Of course, the fact that separate models were required for each 
country due to structural differences, itself implies that towns are not directly comparable across the 
five countries in terms of local integration. That said, all study areas are similar in that firms located 
within the town were more strongly integrated into local sales markets than those in the hinterland, 
which mirrors the findings of COURTNEY and ERRINGTON, 2000, and MITCHELL et al., 2005, 
with respect to small town economies in England and Scotland. There is, however, no difference 
between town and hinterland firms in terms of the degree of local sourcing, which may be a 
consideration for planners wishing to stimulate rural and town development through local output 
multipliers. Whilst containment of development in towns may help preserve the open countryside it 
may not necessarily help foster higher levels of economic growth than more dispersed development 
in the hinterland of towns. 
 
In terms of town type and size there are some patterns emerging that help inform the debate on the 
functioning of European small towns. In Portugal and Poland the greatest degree of local economic 
self-containment is found in larger agricultural towns, which exhibit relatively strong levels of 
upstream and downstream integration and thus (in theory) posses the greatest potential for fostering 
local economic growth. The influence of proximity to urban centres on local integration is not as 
pronounced as found in previous studies. Whereas COURTNEY and  ERRINGTON, 2000, and 
MITCHELL et al., 2005, found stronger linkages in and around more remote rural towns in the UK, 
this pattern is only strongly upheld for sales linkages in the UK, with the exception of small peri-
urban towns in France (which enjoy relatively strong downstream linkages) and larger peri-urban 
towns in the Netherlands (which are more self-contained in terms of local sourcing). In fact, 
analyses of extra-local linkages indicates that peri-urban towns are often more locally integrated in 
terms of sales (most likely due to accessibility of local urban markets), although this is often 
combined with regional or national purchasing, which limits potential for income containment and 
local economic growth.  The local economy of tourism towns, which have received little attention 
in the local and regional studies literature, are also found to vary greatly across the five countries. In   17 
France and Portugal such towns enjoy relatively strong upstream linkages, whilst in the Netherlands 
and Poland they exhibit relatively weak linkages. 
 
Among the local contextual factors, our approach paid special attention to the firm’s local economic 
environment and characteristics in terms of their ability to satisfy the demand from local firms. Our 
findings emphasise the relatively low influence of these characteristics on the spatial patterns of 
rural firms. Potential local vertical linkages appear to be the only characteristic that significantly 
affects the firm’s spatial behaviour - stronger local vertical linkages tend to favour a stronger level 
of local economic integration by rural firms. This finding is consistent with those obtained by 
AMITI and CAMERON, 2004, MION, 2004a and GAIGNE et al., 2003, who highlight the positive 
role of vertical linkages in industrial location processes.  
 
Our findings also show that the final demand market and the labour market do not significantly 
affect the spatial economic behaviour of rural firms. This may represent an important distinction 
between rural firms and their urban counterparts. However, it is worth noting that the role of final 
market demand in the location process is itself controversial. Whilst HANSON, 1998, and MION, 
2004a, showed a positive effect of the local final demand market, GAIGNE et al., 2003, found that 
local final demand had no significant effect on industrial location, and MION, 2004b, found 
negative relationship between the two. Empirical studies analysing the role of labour market on the 
location process are rare. GAIGNE  et al.,  2003, showed that the labour market played an 
ambiguous role in firm location, and that the extent of its influence varied between sectors. 
 
These findings have a number of implications for rural development, many of which are specific to 
countries, area types and in some cases sectors. At a general level two main conclusions can be 
drawn. First, the importance of local context highlighted by the findings should not be under-
estimated. Whilst an attempt has been made here to identify patterns emerging from analyses of 
production linkages in thirty towns across Europe, it is clear that local economic activity will (in 
part) be shaped by local factors, some of which may be outside the control of planners and policy 
makers. Second, the findings suggest that those firms which exhibit the strongest degree of 
integration into their locality are ‘traditional’ rural firms broadly characterised by being small, old, 
run by local managers, employing unskilled labour and achieving relatively low levels of 
productivity. In effect, this represents a double-edged sword for policy makers wishing to foster 
economic growth in small towns and stimulate surrounding rural economies. Whilst ‘traditional’ 
rural firms may have stronger local linkages, and in turn help generate growth through multipliers, 
they may not have the capacity to benefit rural development or growth in the longer term. 
Conversely, whilst more technological firms or branches of externally owned companies may 
possess the required capacity to help foster local economic growth (at least through their ability to 
inject income into the economy) their inability to generate growth and development through local 
output multipliers is potentially limited. 
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Appendix A - Selected case study areas 
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Appendix B: Factor and cluster analyses for defining firm spatial behaviours 
 
In order to determine the spatial behaviours of firms we first defined four levels of location for their 
sales, purchases and labour recruitment areas: local (which includes zones A, B & C), regional 
(zones D & E), national (zone F) and international (zones G & H). Because we put together national 
and international labour recruitment areas in one category, we then obtained eleven categories for 
describing the spatial behaviour of each firm. We introduced them in a Principal Component 
Analysis (PCA), which also included surveyed farms. The main factors resulting from this PCA 
were then used in a hierarchical cluster analysis to identify the main spatial behaviours of firms (and 
farms). Table B.1 contains the results of the PCA. 
The first five factors explain 75% of the variance in the data set. The first factor, which explains 
24% of the total variance, is characterised by a correlation between local sales and local 
employment as opposed to  regional employment. Factor 2, which explains 15% of the total 
information, captures another type of firm, characterised by local sales and regional (as opposed to 
local) employment. Factor 3, which explains 14% of the variance, focuses on purchasing activity. 
Firms scoring highly on this factor would tend to source a relatively high proportion of their inputs 
locally, as opposed to elsewhere in the region. Factor 4 shows an inverse correlation between 
national purchasing and regional sales. Finally, Factor 5 tends to isolate firms with a strong level of 
international integration.   21 
Table B.1 - Results of the Principal Component Analysis of firm (& farm) spatial behaviours 
EigenValue  1  2  3  4  5 
Value  2.599  1.628  1.538  1.382  1.157 
% variability  0.2363  0.1480  0.1398  0.1256  0.1052 
% cumulate  0.2363  0.3842  0.5241  0.6497  0.7549 
  Factor 1  Factor 2  Factor 3  Factor 4  Factor 5 
Purchases in zones A, B or C  -0.45841  0.23077  0.76193  -0.35929  -0.09129 
Purchases in zones D or E   -0.01788  -0.38233  -0.69156  -0.38395  0.29627 
Purchases in zones F  0.38307  -0.01564  -0.22600  0.71031  -0.48552 
Purchases in zones G or H  0.35656  0.23436  0.00631  0.19812  0.58396 
Sales in zones A, B or C   -0.70916  -0.60171  0.12265  0.30862  0.09954 
Sales in zones D or E  0.29780  0.24428  -0.32186  -0.63503  -0.35983 
Sales in zones F  0.55837  0.43356  0.09645  0.10944  -0.12548 
Sales in zones G or H  0.31333  0.34864  0.07304  0.11584  0.57345 
Employees living in zones A, B or C  -0.74195  0.55613  -0.34679  0.13606  -0.00636 
Employees living in zones D or C  0.64450  -0.55615  0.20054  -0.12433  0.00820 
Employees living in zones F, G or H  0.38393  -0.15196  0.36665  -0.05901  -0.00168 
 
The hierarchical cluster analysis based on these five main factors allowed us to identify seven 
groups of firms (and farms) according to the spatial pattern of their sales, purchases and workforce 
living place. Table B.2 summarises the average characteristics in terms of spatial patterns for each 
group.  
Firms in group I have a local behaviour in terms of sales, purchases and employment while firms in 
group II differ by having more regional purchases. Firms in group III have a regional behaviour 
(except in terms of employment), while firms in group IV combine national purchases with local 
sales and employment. Firms in  group V exhibit an inverse behavioural pattern by combining 
national sales with local purchases and employment. Group VI comprises internationally integrated 
firms with international sales and purchases, whilst retaining local employment. Finally, group VII 
groups firms that are sourcing a significant part of their workforce from the regional labour market.  
Table B.2 – Average characteristics of firms (and farms) in the seven groups obtained through 
the cluster analysis 
  N firms  Purchases  Sales   Employment 
Group  (n farms)  ABC  DE  F  GH  ABC  DE  F  GH  ABC  DE  FGH 
I = Local behaviour  620  95.39  3.51  0.63  0.47  96.98  1.86  0.74  0.42  98.53  0.86  0.61 
  (615)  (8.82)  (7.20)  (2.73)  (3.64)  (7.97)  (5.43)  (4.03)  (2.97)  (6.70)  (4.97)  (4.37) 
II = Local behaviour   761  29.88  56.28  12.32  1.52  95.39  2.85  1.42  0.34  99.45  0.54  0.01 
with regional purchases  (109)  (25.64)  (31.94)  (18.24)  (6.67)  (9.54)  (6.56)  (6.01)  (2.47)  (2.93)  (2.92)  (0.30) 
III = Regional sales &  257  44.43  42.38  10.24  2.95  17.36  70.60  9.30  2.74  99.57  0.43  0.00 
purchases  (256)  (34.87)  (33.20)  (20.17)  (11.55)  (21.82)  (30.98)  (20.12)  (9.52)  (2.17)  (2.17)  (0.00) 
IV = Local behaviour   526  9.96  7.24  80.26  2.54  64.65  11.97  20.49  2.89  93.99  4.94  1.07 
with national purchases  (20)  (12.62)  (11.39)  (18.36)  (7.42)  (38.32)  (19.14)  (32.11)  (10.35)  (13.24)  (11.79)  (5.94) 
V = Local behaviour  155  80.69  10.57  8.11  0.62  26.42  21.12  51.59  0.87  97.39  1.58  1.04 
with national sales  (130)  (19.96)  (14.34)  (14.29)  (3.50)  (24.73)  (21.93)  (38.74)  (3.49)  (7.88)  (5.90)  (5.42) 
VI = International   190  33.05  8.72  13.37  44.87  23.42  5.93  24.22  46.43  87.33  9.18  3.49 
behaviour  (27)  (37.94)  (16.95)  (22.14)  (39.61)  (34.97)  (12.37)  (31.48)  (39.04)  (23.82)  (20.55)  (12.22) 
VII = Regional labour   179  31.64  39.55  26.00  2.81  46.38  25.44  26.43  1.75  40.73  43.04  16.22 
market   (38)  (34.84)  (35.71)  (33.10)  (10.73)  (43.02)  (33.33)  (37.17)  (7.15)  (24.71)  (31.88)  (28.18) 
Total firms  2688  52.42  24.21  19.24  4.14  68.48  15.39  12.21  3.92  94.04  4.37  1.59 
(total farms)  (1195)  (39.83)  (31.77)  (31.30)  (15.70)  (39.79)  (28.10)  (26.78)  (15.56)  (17.42)  (14.73)  (9.10) 
Standard deviations are given in parenthesis.   22 
Appendix C: Results of Chow tests 
 
We performed Chow tests to formally test for structural differences between each of the five 
countries in turn and the remainder of the data set ( i.e. UK=1, [FR+NL+PO+PL]=0; FR=1, 
[UK+NL+PO+PL]=0 and so on). The method of computing the tests is provided by Gujarati (2003). 
If the resulting F-value is statistically significant we can reject the hypothesis of parameter stability 
and conclude that the slope of the regressions are different. The F values for all Chow tests are 
given in Table A.1. All computed Chow tests are statistically significant at the 1% level, therefore 
indicating that there are structural differences between the countries. This suggests that more 
reliable parameters will be derived from fitting separate-country models.  
Table A.1 - Results of Chow tests: F-values for local sales and local purchases models 
(Ho: Parameter stability) 
  Country 


















*** sig. at 1 percent level (p<0.01) ** sig. at 5 percent level (p<0.05)  * sig. at 1 percent level (p<0.1)    
1 Distribution of test statistic F(k, N_1+N_2-2*k) 
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Table 1 – Results for local integration of firm’s sales  
(dependant variable: proportion of firm’s sales made in zones A or B, OLS) 
  All countries  Country 
    UK  France  NL  Portugal  Poland 












UK  -.0587 
(.036) 
-  -  -  -  - 
NL  -.172*** 
(.035) 
-  -  -  -  - 
Poland  .250*** 
(.035) 
-  -  -  -  - 
Portugal  .131*** 
(.031) 
-  -  -  -  - 


























Small & tourism town             




















































Independent firm             


































































































Size of workforce (ln, 













Owner always lived in 













Owner moved to zones A 













Owner moved to zones A 

































































Index of size of local final 
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Potential skilled matching 













Adj. R²  0.271  0.383  0.155  0.156  0.263  0.402 
F-value  39.278***  9.288  4.849  4.338  13.667  22.093 
Residual d.f  2959  309  501  426  864  760 
*** sig. at 1 percent level (p<0.01) ** sig. at 5 percent level (p<0.05)  * sig. at 1 percent level (p<0.1)  
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Table 2 – Results for local integration of firm’s purchases  
(dependant variable: proportion of firm’s sales made in zones A or B, OLS) 
  All countries  Country 
    UK  France  NL  Portugal  Poland 












UK  -.007044 
(.031) 
-  -  -  -  - 
NL  .01525 
(.030) 
-  -  -  -  - 
Poland  .158*** 
(.035) 
-  -  -  -  - 
Portugal  .149*** 
(.026) 
-  -  -  -  - 






































Medium-sized & tourism              


















































Branch of a national firm              






















































































Size of workforce (ln, 













Owner always lived in zones 













Owner moved to zones A or 













Owner moved to zones A or 

































































Index of size of local final 
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Potential skilled matching on 













Adj. R-squared  .215  .343  .178  .169  .326  .255 
F-value  29.156***  6.447  5.562  4.679  18.190  11.725 
Residual d.f  2959  309  501  426  864  760 
*** sig. at 1 percent level (p<0.01) ** sig. at 5 percent level (p<0.05)  * sig. at 1 percent level (p<0.1) 
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Table 3 - Results of logit multinomial model for analysis of firm’s spatial behaviour 
(dependent variable: firm’s spatial behaviour, ML) 

























N  2688  620  761  257  526  155  190  179 












Town size (reference: Small town, 1321 firms) 












Study area type (reference: Agricultural area, 882 firms) 
























Country (reference: France, 345 firms) 
















































Location (reference: Zone B, i.e. hinterland, 1034 firms) 












Firm type (reference: independent firms, 2365 firms) 
























Sector of activity (reference: businesses services, 413 firms) 




























































Age at this address (reference: More than 15 years, 1138 firms) 
























Indigeneity of the owner (reference: always lived in AB, 1990 firms) 




































Workforce, number of employees (reference: less than 1, 118 firms) 




































Index of intensity in intermediate goods, purchases/sales (reference: Less than 35 €, 651 firms) 
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Labour productivity (reference: < 3,953 € per worker, 674 firms) 




































Local competition index (reference: I < 0.6, 670 firms) 




































Index of final goods market size (reference: I<0.8, 1025 firms) 




































Index of potential intensity of local vertical linkages (refernce: I < 1.0, 175 firms) 




































Index of potential skilled matching on local labour market (refrence: I < -50, 139 firms) 




































*** sig. at 1 percent level (p<0.01) ** sig. at 5 percent level (p<0.05)  * sig. at 1 percent level (p<0.1) 
 
 
 
 
 
 